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To the Township Board
Township of Sanborn
Alpena County

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of Township of Sanborn as of and for the year
ended March 31, 2005, which collectively comprise the Township’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of Township of
Sanborn’s management. Our responsibility is to express an opinion on these financial statements

based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, each major fund, and the aggregate remaining fund
information of Township of Sanborn, as of March 31, 2005, and the respective changes in financial
position, thereof for the year then ended, in conformity with accounting principles generally
accepted in the United States of America.

The budgetary comparison schedule, as identified in the table of contents, is not a required part of
the basic financial statements but is supplemental information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquires of management regarding the methods of measurement and presentation of
the required supplemental information. However, we did not audit the information and express no

opinion on it.

As described in Note 10, the Township has implemented a new financial reporting model, as
required by the provisions of GASB Statement No. 34, Basic Financial Statements — and
Management’s Discussion and Analysis — for State and Local Governments, and related statements,

as of April 1, 2004.

QOctober 18, 2005
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TOWNSHIP OF SANBORN
Alpena County, Michigan
MANAGEMENT’S DISCUSSION & ANALYSIS
For the Year Ended March 31, 2005

Our discussion and analysis of the Township of Sanborn’s financial performance
provides an overview of the Township of Sanborn’s financial activities for the fiscal year

ended March 31, 2005.

Using this Annual Financial Report

This annual financial report consists of a series of financial statements and notes to those
statements. These statements are organized so the reader can understand the Township of
Sanbom financially as a whole. The Financial Statements provide information about the
activities of the whole Township of Sanborn presenting both an aggregate view of the
Township of Sanborn finances and a longer-term view of those finances. The fund
financial statements provide the next level of detail. For Government activities, these
statements tell how services were financed in the short-term as well as what remains for

* future spending.

The fund financial statements look at the Township of Sanbomn’s operations in more
detail than the Township of Sanborn wide financial statements by providing information
about the Township of Sanborn’s most significant fund — the General fund. Proprietary
fund statements provide both long-term and short-term financial information consistent
with the focus provided by the Township of Sanborn’s wide financial statements for the
Township of Sanborn’s internet operation.

The following summarizes the presentation included in this annual financial report.

Management’s Discussion and Analysis (MD&A) (Required Supplemental
Information)

Basic Financial Statements
e Govermment-wide Financial Statements
e Fund Financial Statements
e Notes to the Basic Financial Statements

Budgetary Information for the General Fund (Required supplemental Information)
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TOWNSHIP OF SANBORN

Alpena County, Michigan
MANAGEMENT’S DISCUSSION & ANALYSIS

For the Year Ended March 31, 2005

Reporting the Township of Sanborn as a Whole

The Statement of Net Assets and Statement of Activities

One of the most important questions asked about the Township of Sanborn’s finances is,
“is the Township of Sanborn better or worse off as a result of the year’s activities?” The
Statement of Net Assets and the Statement of Activities report information about the
Township of Sanborn as a whole and about its activities in a manner that helps to answer
this question. These statements include all assets and liabilities using the accrual basis of
accounting similar to the accounting used by private sector corporations. All of the
current year’s revenues and expenses are taken into consideration regardless of when

cash is received or paid.

These two statements report the Township of Sanborn’s net assets as a way to measure
the Township of Sanborn’s financial position. The change in net assets provides the
reader a tool to assist in determining whether the Township of Sanborn’s financial health
is improving or deteriorating. The reader will need to consider other nonfinancial factors
such as facility conditions in arriving at their conclusion regarding the overall health of

the Township of Sanborn.

Reporting the Township of Sanborn’s Most Significant Funds

Governmental Funds

All of the Township of Sanborn’s activities are reported in Governmental funds, which
focus on how money flows into and out of those funds and the balances left at year-end
available for spending in future periods. These funds are reported using an accounting
method called modified accrual accounting, which measures cash and other financial
assets that can readily be converted to cash. The Governmental fund statements provide a
detailed short-term view of the Township of Sanborn’s general operations and the basic
services it provides. Governmental fund information helps you determine whether there
are more or fewer financial resources available to spend in the near future to finance the
Township of Sanborn’s programs. The relationship (or differences) between
Governmental activities (reported in the Statement of Net Assets and the Statement of
Activities) and Governmental funds is reconciled in the basic financial statements.
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TOWNSHIP OF SANBORN

Alpena County, Michigan
MANAGEMENT’S DISCUSSION & ANALYSIS

For the Year Ended March 31, 2005

Township of Sanborn Wide Financial Analysis

Financial position — The statement of net assets provides the perspective of the Township
of Sanborn as a whole. Exhibit A provides a summary of the Township of Sanborn’s net

assets as of March 3, 2005.

Exhibit A

Assets
Cash and Investments
Receivables

Capital Assets Less Accumulated
Depreciation

Total Assets

Net Assets
Investment in Capital Assets
Unrestricted

Total Net Assets

Governmental

Activities

§ 526,671

8,475

682,663

$1,217,809

$ 682,663

535,146

$1,217,809

Exhibit A focuses on net assets. The Township of Sanborn’s total net assets were
$1,217,809 at March 31, 2005. Capital assets net of related debt, totaling $682,663

compares the original costs, less depreciation.

The $535,146 of unrestricted net assets of Governmental and business-type activities
represents the accumulated results of all past years’ operations. The operating results of
the General and Capital Projects will have a significant impact on the change in

unrestricted net assets from year to year.
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TOWNSHIP OF SANBORN

Alpena County, Michigan
MANAGEMENT’S DISCUSSION & ANALYSIS

For the Year Ended March 31, 2005

Results of operations — The results of this year’s operations for the Township of
Sanborn as a whole are reported in the statement of activities, which shows the changes
in net assets for the year ended March 31, 2005. Exhibit B provides a summary of the
Township of Sanborn operations for the year. Since this is the first year the Township of
Sanborn has prepared financial statements following GASB Statement No. 34, revenue
and expense comparison to fiscal year 2004 is not available.

Governmental Business-Type

Exhibit B
Revenue
Property Taxes
State Revenue Sharing
Changes for Services
Interest
Miscellaneous
Total Revenue

Function & Program Expenses
General Government
Public Safety
Public Works
Recreation and Culture
Total Function & Program
Expenses

Increase (Decrease) in Net Assets

Governmental
Activities

$ 107,771
153,993
23,483
5,020
7,963

298,230

136,120
71,067
58,911

4,980

271,078

$ 27,152
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TOWNSHIP OF SANBORN

Alpena County, Michigan
MANAGEMENT’S DISCUSSION & ANALYSIS

For the Year Ended March 31, 2005

As reported in the statement of activities, the cost of all of our Governmental and business-type
activities this year was $271,078. Certain activities were partially funded by $23,483 from those
who benefited from the programs. We paid for the remaining “public benefit” portion of our
Governmental with State revenue sharing, property tax, interest, miscellaneous income and our
other revenues, such as interest, grants and contributions

The Township of Sanborn experienced an increase (decrease) in net assets of $27,152, mainly
due to actual expenditures being less than anticipated. There were no significant revenue
increases this year. The increase (decrease) in net assets differs from the change in fund balances

and a reconciliation appears in the financial statements.

General Fund Budgetary Highlights

Over the course of the year, the Township of Sanborn revises its budget to reflect changes in
revenues and expenditures. State law requires that the budget be amended to ensure that
expenditures do not exceed appropriations. A schedule showing the Township of Sanborn’s
original and final budget amounts compared with amounts actually paid and received is provided
in required supplemental information of these financial statements. Changes to the General Fund

original budget were as follows:

e Budgeted revenue were increased about $15,000

e Budgeted expenditures were increased about $3,000 during the fiscal year. The
overall change was not significant.

e Actual expenditures for the year were $75,000 less than anticipated.

Factors Expected to Have an Effect on Future Operations

We expect to see a decline in state revenue sharing next year as the State of Michigan continues
to face challenges in balancing its budget. We will need to adjust Township of Sanborn
expenditures in response to any revenue shortfall.

Contacting The Township of Sanborn

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with
a general overview of the Township of Sanborn’s finances and to show the Township of
Sanborn’s accountability for the money it receives. If you have questions about this report or
need additional information, contact the Township of Sanborn at 10652 Washington Ave.,

Ossineke, MI 49766.
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TOWNSHIP OF SANBORN

Alpena County, Michigan
STATEMENT OF NET ASSETS

Assets:
Cash and cash equivalents
Receivables
Capital assets:
Nondepreciable capital assets
Depreciation capital assets, net

Total assets

Liabilities:
Accounts payable and accrued expenses

Total liabilities
Net assets:
Invested in capital assets

Unrestricted

Total net assets

March 31, 2005

Page 3

Governmental
Activities

$§ 526,671.58
8,475.05

373,645.65
309,016.58

$ 1,217,808.86

682,662.23
535,146.63

$ 1,217,808.86

See accompanying Independent Auditors' Report and related Notes to Financial Statements.



Functions/Programs
Governmental activities:
General government
Public safety

Public works

Recreation and culture

Total governmental activities

TOWNSHIP OF SANBORN
Alpena County, Michigan

STATEMENT OF ACTIVITIES

Year Ended March 31, 2005

Program Revenues

Charges Operating Net
for Grants and (Expense)

Expenses Services Contribution Revenue
$ 136,120.25 $ -0- $ -0- $ (136,120.25)

71,067.14 23,408.05 -0- (47,659.09)

58,911.42 75.00 -0- (58,836.42)

4,980.21 -0- -0- (4,980.21)
$§ 271,079.02 $ 23,483.05 $ -0- § (247,595.97)

General revenues:

Taxes:
Property taxes

Grants and contributions not restricted
to specific programs

Investment earnings

Miscellaneous

Total general revenues
Change in net assets
Net assets, beginning of year

Net assets, end of year

Page 4

$ 107,771.19

153,993.16
5,019.97
7,963.32

274,747.64

27,151.67
1,190,657.19

$1,217,808.86

See accompanying Independent Auditors' Report and related Notes to Financial Statements.



TOWNSHIP OF SANBORN

Alpena County, Michigan
GOVERNMENTAL FUNDS

BALANCE SHEET
March 31, 2005

General Fund

Assets:

Cash and cash equivalents $ 526,671.58

Taxes receivable 8,340.49

Due from other Fiduciary Funds 134.56
Total assts $ 535,146.63

Liabilities and Fund Balance;
Accounts payable

and accrued expenses $ -0-
Total liabilities $ -0-
Unreserved:
General Fund 535,146.63
Total fund balance 535,146.63
Total liabilities and fund balance $ 535,146.63
Page 5
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TOWNSHIP OF SANBORN
Alpena County, Michigan

RECONCILIATION OF FUND BALANCES OF GOVERNMENTAL
FUNDS TO NET ASSETS OF GOVERNMENTAL ACTIVITIES
For Year Ended March 31, 2005

Total fund balances for governmental funds $ 535,146.63

Total net assets reported for governmental activities in the statement of
of net assets in different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the governmental funds.

Governmental capital assets 1,071,265.80
Less accumulated depreciation (388,603.57)
682,662.23
Net assets of governmental activities $ 1,217,808.86
Page 6
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TOWNSHIP OF SANBORN
Alpena County, Michigan

GOVERNMENTAL FUNDS

STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES
Year Ended March 31, 2005

Actual
Revenues:
Property taxes $ 107,771.19
Licenses and permits 20,219.05
State revenue sharing 153,993.16
Charges for service-fee:
Building appeals 525.00
Fire 2,664.00
Water 75.00
Playground -0-
Sales 3,611.00
Interest 5,019.97
Election reimbursement 15.10
Miscellaneous 4,337.22
Total revenues 298,230.69
Expenditures
Legislative:
Town board 30,974.61
General government:
Supervisor 10,530.07
Elections 3,350.18
Assessor 18,569.21
Attorney 5,400.00
Audit 1,700.00
Clerk 11,985.07
Board of review 1,355.00
Treasurer 11,543.27
Building and grounds 15,369.44
Public Safety:
Liquor law enforcement 1,350.00
Law enforcement 3,600.00
Fire 21,930.13
Planning 2,390.21
Inspections 20,217.70

Page 7
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TOWNSHIP OF SANBORN
Alpena County, Michigan
GOVERNMENTAL FUNDS
STATEMENT OF REVENUES. EXPENDITURES,
AND CHANGES IN FUND BALANCES
Year Ended March 31, 2005

Actual
Expenditures (continued);
Public works:
Roads 58,741.30
Water 170.12
Recreation and culture:
Recreation and parks 4,980.21
Other functions:
Insurance 18,980.00
Capital outlay 13,595.65
Contracted (cleanup) 1,400.00
Total expenditures 227,157.56
Excess (deficiency) of revenues
over expenditures 40,098.52
Fund balance, April 1, 2004 495,048.11
Fund balance, March 31, 2005 $ 535,146.63

Page 8
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TOWNSHIP OF SANBORN
Alpena County, Michigan

RECONCILIATION OF STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For Year Ended March 31, 2005

Net change in fund balance - total governmental funds $ 40,098.52

Total change in net assets reported for govermental activities in the statement of
activities is different because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is depreciated over their
estimated useful lives and reported as depreciation expense.

Capital outlay 13,595.65
Less depreciation expense (26,542.50)
(12,946.85)
Change in net assets of governmental activities $ 27,151.67
Page 9
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TOWNSHIP OF SANBORN
Alpena County, Michigan
FIDUCIARY FUNDS - AGENCY FUND

STATEMENT OF NET ASSETS
March 31, 2005

Current Tax
Collection
Fund
Assets:
Cash and cash equivalents $ 3,037.44
Liabilities:
Due to general fund 134.56
Due to other governmental units 2,902.88
Total liabilities 3,037.44
Net Assets:
Unrestricted -0-
Total net assets $ -0-

Page 10
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS -
March 31, 2005

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of Township of Sanborn conform to accounting principles generally
accepted in the United States of America as applicable to governmental units. The following is a

summary of the significant accounting policies:
Reporting Entity:

As required by accounting principles generally accepted in the United States of America, the
financial statements of the reporting entity include those of the Township and its component units,
if any. In evaluating the Township as a reporting entity, management has addressed all potential
component units (traditionally separate reporting entities) for which the Township may be
financially accountable and, as such, should be included within the Township’s financial statements.
The Township (the primary government) is financially accountable if it appoints a voting majority
of the organization’s governing board and it is able to impose its will on the organization or there is
a potential for the organization to provide specific financial burden on the Township. Additionally,
the primary government is required to consider other organizations for which the nature and
significance of their relationship with the primary government are such that exclusion would cause
the reporting entity’s financial statements to be misleading or incomplete. There are no component
units included in the Township’s reporting entity.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation:

The accounts of the Township are organized on the basis of funds, each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures or
expenses, as appropriate. Governmental resources are allocated to and accounted for in individual
funds based upon the purpose for which they are to be spent and the means by which spending
activities are controlled.

Page 11
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLCIES (continued)
Government-wide Financial Statements:

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting as are the propriety fund and fiduciary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are reco gnized as revenues in
the year for which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.

The statement of net assets and the statement of activities report information on all of the
nonfiduciary activities of the governmental activities.

The statement of net assets presents governmental activities on a consolidated basis, using the
economic resources measurement focus and accrual basis of accounting. This method recognizes all
long-term assets and receivables as well as long-term debt and obligations. The Township’s net
assets are reported in three parts: invested in capital assets, restricted net assets, if any, and
unrestricted net assets. The Township first utilizes restricted resources to finance qualifying
activities.

The statement of activities reports both the gross and net cost of each of the Township’s functions.
The functions are also supported by general government revenues (property taxes, certain
intergovernmental revenues, fines, permits and charges, etc.). The statement of activities reduces
gross expenses (including depreciation) by related program revenues, operating and capital grants.
Program revenues must be directly associated with the function. Operating grants include operating-
specific and discretionary (either operating or capital) grants.

The net costs (by function) are normally covered by general revenue (property taxes, state sources
and federal sources, interest income, etc.). The Township does not allocate indirect costs.

The government-wide focus is on the sustainability of the Township as an entity and the changes in
the Township’s net assets resulting from current year activities.

Page 12
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fund Financial Statements:

Separate financial statements are provided for governmental funds and fiduciary funds, even though
the latter are excluded from the government-wide financial statements. Major individual
governmental funds are reported as separate columns in the fund financial statements.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the government considers revenues to be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when a
liability is incurred, as under accrual accounting. However, debt service expenditures, as well as
expenditures related to compensated absences and claims and judgments, are recorded only when

payment is due.

Property taxes, franchise fees, license, and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal
period. Only the portion of special assessments receivable due within the current fiscal period is
considered to be susceptible to accrual as revenue of the current period. Expenditure-driven grants
are recognized as revenues when the qualifying expenditures have been incurred and all other grant
requirements have been met. Entitlements and shared revenues are recorded at the time of receipt or
earlier if the susceptible to accrual criteria are met. All other revenue items are considered to be
measurable and available only when cash is received by the government.

Fiduciary funds are custodial in nature (assets equal liabilities) and do not involve measurement of
results of operations. The fiduciary funds are accounted for on a spending or economic resources
measurement focus and the accrual basis of accounting as are the propriety funds.

The Township reports the following major government funds:

The General Fund is the primary operating fund of the Township. It is used to account for
all financial resources, except for those required to be accounted for in another fund.

Page 13
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Assets, Liabilities and Equity:

Deposits and Investments — Cash and cash equivalents include cash on hand, demand
deposits, certificates of deposit and short term investments with a maturity of three months
or less when acquired. Investments, if any, are stated at fair value.

Inventories and Prepaid Items — Inventories of governmental funds are recorded as
expenditures when purchased rather than when consumed. Certain payments to vendors
reflect costs applicable to future accounting periods and are recorded as prepaid items in
both government-wide and fund financial statements.

Capital Assets — Purchased or constructed capital assets are reported at cost or estimated
historical cost. Donated capital assets are recorded at their estimated fair market value at the
date of donation. The Township defines capital assets as assets with an initial individual cost
in excess of $500. Cost of normal repair and maintenance that do not add to the value or
materially extend asset lives are not capitalized. Public domain (infrastructure) assets (e.g.,
roads, bridges, sidewalks and other assets that are immovable and of value only to the
government) are capitalized if acquired after April 1, 2004. Capital assets are depreciated
using the straight-line method over the following useful lives:

Buildings and improvements 20-40 years
Equipment 5-25 years

Long-term _Qbligations — In the government-wide financial statements, long-term debt and
other long-term obligations, if any, are reported as liabilities in the governmental activities
statement of net assets.

Fund Equity — In the fund financial statements, governmental funds report reservation of
fund balance for amounts that are not available for appropriation or are legally restricted by
outside parties for use for a specific purpose. Designations of fund balance represent
tentative management plans that are subject to change.

Page 14
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America required management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those

estimates.

Property Taxes:

Properties are assessed as of December 31. The related property taxes become a lien on December 1
of the following year. These taxes are due February 14 with the final collection date of February 28

before they are added to the county tax rolls.

The delinquent real property taxes of the Township are purchased by Alpena County. The
delinquent real property taxes are received soon enough after year end to be recorded as revenue in

the current year.

NOTE 2: STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Information:

The Township follows these procedures in establishing the budgetary data reflected in the financial
statements.

1. The Township Clerk submits to the Township Board a proposed operating budget by
fund for each year. The operating budget includes proposed expenditures and the
means of financing them.

2. A public hearing is conducted to obtain taxpayer comments.

3. Prior to April 1, the budget is legally enacted by adoption of the Township Board.

4. Any revision that alters the total expenditures of any fund must be approved by the
Township.

5. Formal budgetary integration is employed as a management control device during

the year for all funds.
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 2: STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (continued)

6. Governmental fund budgets are adopted on a basis consistent with accounting
principles generally accepted in the Untied States of America. A comparison of
actual results of operations to the General Fund budget as originally adopted and
amended by the Township Board is included in the required supplemental
information.

7. All annual appropriations lapse at fiscal year end.

Excess of Expenditures over Appropriations in Budgeted Funds;

During the year, the Township did not incur expenditures that were in excess of the amounts
budgeted.

NOTE 3: DEPOSITS AND INVESTMENTS

The Township’s deposits of $526,671.58 at March 31, 2005 are included in the statement of net
assets under cash and cash equivalents.

The deposits of the governmental activities were reflected in the accounts of financial institutions
(without recognition of checks written but not yet cleared or deposits in transit) at $ 534,810.17, of
which $207,212.19 is covered by federal depository insurance and the remainder was uninsured and
uncollaterized. The Township believes that due to the dollar amount of cash deposits and the limits
of the FDIC insurance, it is impractical to insure all bank deposits. As a result, the Township
evaluates each financial institution with which it deposits Township funds and assesses

the level of risk for each institution; only those institutions with an acceptable estimated risk level
are used as depositories. Cash and cash equivalents are considered to be cash on hand, demand
deposits, and short-term investments. Investments are stated at fair value.

Investments:

State statutes authorize the Township to invest surplus funds in certificates of deposit, savings
accounts and deposit accounts with banks and savings and loan associations which are members of
FDIC, credit unions which are insured by NCUA, bonds, bills or notes of the U.S., commercial
paper rated within the 3 highest classifications established, U.S. or federal agency obligation
repurchase agreements, bankers’ acceptances and mutual funds composed entirely of the
aforementioned investments that are legal for direct investment by a Township.
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 3: DEPOSITS AND INVESTMENTS (continued)
Investments are categorized into these three categories of credit risk:
Category 1 — Insured or registered, or securities held by the Township or its agent in the

Township’s name;

Category 2 — Uninsured and unregistered, with securities held by the counterparty’s trust
department or agent in the Township’s name; and

Category 3 — Uninsured and unregistered, with securities held by the counterparty or by its
trust department or agent but not in the Township’s name.

At year end, the Township had no investments.

NOTE 4: CAPITAL ASSETS

Governmental capital asset activity for the year ended March 31, 2005 was as follows:

Beginning Ending
Balance Additions Retirements Balance
Governmental activities:
Nondepreciable capital assets:
Land $ 374145.65 $ -0-  $ (500.00) $373645.65
Depreciable capital assets:
Buildings and improvements 178536.34 -0- -0- 178536.34
Equipment 505488.16 13595.65 -0- 519083.81
Total depreciable capital
assets 684024.50 13595.65 -0- 697620.15
Accumulated depreciation
(362561.07) (26042.50) -0- (388603.57)
Depreciable capital assets, net
321463.43 (12446.85) -0- 309016.58
Governmental activities, capital
assets, net $ 695609.08 $(12446.85) $ (500.00) $682662.23
Page 17
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 4: CAPITAL ASSETS (continued)
Depreciation expense was charged to functions as follows:

Governmental activities:

General government $ 4,963.40
Public safety 21,579.10
Total governmental activities $ 26,542.50

NOTE 5: DEFERRED REVENUE

Governmental funds report deferred revenue in connection with receivables for revenue that is not
considered to be available to liquidate liabilities of the current period. Governmental funds also
defer revenue recognition in connection with resources that have been received but not yet earned.
At year end, the Township had no deferred revenue.

NOTE 6: LONG-TERM LIABILITIES

The Township may issue bonds, notes, and other contractual commitments to provide for the
acquisition and construction of major capital facilities and the acquisition of certain equipment.

At year end, the Township had no long-term liabilities.
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- TOWNSHIP OF SANBORN
Alpena County, Michigan
- NOTES TO FINANCIAL STATEMENTS
March 31, 2005
- NOTE 7: AGGREGATED RECEIVABLES

Receivables as of year end for the Township’s governmental activities in the aggregate are as
- follows:

Governmental
- Activities
Receivables:
Taxes $ 8,340.49
- Due from Fiduciary Fund 134.56
Total receivables $ 8,475.05
[
Ll NOTE 8: RISK MANAGEMENT

The Township is exposed to various risks of loss related to property loss, torts, errors and omission,

- and employee injuries (workers” compensation). The Township has purchased commercial
insurance for these risks. Settled claims relating to the commercial insurance have not exceeded the
amount of insurance coverage in the past three fiscal years.

NOTE 9: EMPLOYEE RETIREMENT AND BENEFIT SYSTEMS

- Defined Contribution Plan:

The Township has a retirement plan that covers all employees except election workers. Under the

- plan, the Township contributes 20% of the employees’ annual earnings. The Township’s
contributions amounted to $12,657 for the year ended March 31, 2005. The plan is administered by
Travelers Insurance Company.

[ __J
-
]
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TOWNSHIP OF SANBORN
Alpena County, Michigan

NOTES TO FINANCIAL STATEMENTS
March 31, 2005

NOTE 9: EMPLOYEE RETIREMENT AND BENEFIT SYSTEMS (continued)
The Township provides no post employment benefits on deferred compensation.
Deferred Compensation Plan:

The Township provides no deferred compensation plan.

NOTE 10: PRIOR PERIOD ADJUSTMENT

Accounting Change:

In June 1999, the Governmental Accounting Standards Board (GASB) unanimously approved
Statement No. 34, Basic Financial Statements — and Management Discussion and Analysis — for
State and Local Governments (Statement). The Township is required to implement the new
requirements for the year ended March 31, 2005. The more significant of the changes to the
financial statements as a result of the Statement are as follows:

For the first time, the financial statements will include:

e Government-wide financial statements prepared using full accrual accounting for all
of the Township’s activities.

¢ Fund financial statements, consisting of a series of statements that focus on a
government’s major governmental funds.

As a result of implementing the Statement, the following restatements were made to beginning fund
balance and net assets accounts:

Government-wide Financial Statements:
Beginning net assets for governmental activities was determined as follows:
Fund balance of general fund as of 3/31/04 § 495,048.11

Add: Governmental capital assets, including general fixed assets as of 3/31/04 1,058,170.16
Deduct: Accumulated depreciation as of 3/31/04 on above governmental capital

assets (362,561.07)
Governmental net assets, restated, as of 3/31/04 $1.190.657.19
Page 20
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TOWNSHIP OF SANBORN

Alpena County, Michigan

BUDGETARY COMPARISON SCHEDULE
Year Ended March 31, 2005

General Fund

Over
(Under)
Original Final Actual Budget
Revenues:
Property taxes $§ 95,310.00 $ 95,310.00 $ 107,771.19 $ 12,461.19
Licenses and permits 26,005.00 26,005.00 20,219.05 (5,785.95)
State revenue sharing 143,126.00 143,126.00 153,993.16 10,867.16
Charges for service-fees:
Building appeals 300.00 300.00 525.00 225.00
Fire 2,664.00 2,664.00 2,664.00 -0-
Water 300.00 300.00 75.00 (225.00)
Playground 100.00 100.00 -0- (100.00)
Sales 1,500.00 15,421.00 3,611.00 (11,810.00)
Interest 3,840.00 3,840.00 5,019.97 1,179.97
Election reimbursement 50.00 50.00 15.10 (34.90)
Miscellaneous 6,500.00 8,000.00 4,337.22 (3,662.78)
Total revenues $ 279,695.00 $ 295,116.00 $ 298,230.69 $ 3,114.69
Expenditures
Legislative:
Town board $ 40,000.00 $ 40,325.00 $ 30,974.61 $ (9,350.39)
General government:
Supervisor 10,930.00 11,330.00 10,530.07 (799.93)
Elections 5,000.00 5,000.00 3,350.18 (1,649.82)
Assessor 18,272.00 18,622.00 18,569.21 (52.79)
Attorney 6,900.00 6,900.00 5,400.00 (1,500.00)
Audit 1,800.00 1,800.00 1,700.00 (100.00)
Clerk 12,550.00 12,550.00 11,985.07 (564.93)
Board of review 1,200.00 1,400.00 1,355.00 (45.00)
Treasurer 12,050.00 12,050.00 11,543.27 (506.73)
Building and grounds 22,000.00 22,950.00 15,369.44 (7,580.56)
Public Safety: '
Liquor law enforcement 1,950.00 1,950.00 1,350.00 (600.00)
Law enforcement 3,600.00 3,600.00 3,600.00 -0-
Fire 40,500.00 40,500.00 21,930.13 (18,569.87)
Planning 3,700.00 3,700.00 2,390.21 (1,309.79)
Inspections 26,000.00 26,000.00 20,217.70 (5,782.30)
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TOWNSHIP OF SANBORN

Alpena County, Michigan
BUDGETARY COMPARISON SCHEDULE

Expenditures (continued);
Public works:
Roads
Water
Recreation and culture:
Recreation and parks
Other functions:
Insurance
Capital outlay
Contracted (cleanup)

Total expenditures

Excess (deficiency) of revenues
over expenditures

Fund balance, April 1, 2004

Fund balance, March 31, 2005

Year Ended March 31, 2005

General Fund

Over
(Under)
Original Final Actual Budget
65,000.00 65,000.00 58,741.30 (6,258.70)
350.00 300.00 170.12 (129.88)
12,000.00 12,000.00 4,980.21 (7,019.79)
18,000.00 19,000.00 18,980.00 (20.00)
27,000.00 27,000.00 13,595.65 (13,404.35)
1,400.00 1,400.00 1,400.00 -0-
330,202.00 333,377.00 258,132.17 (75,244.83)
(50,527.00) (38,261.00) 40,098.52 78,359.52
495,048.11 495,048.11 495,048.11 -0-
$ 444,521.11 $ 456,787.11 $ 535,146.63 $ 78,359.52
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LOCAL
We have audited the financial statements of the Township o{@UaQMMGE DM for the

year then ended March 31, 2005 and have issued our report thereon dated October 18,
2005. As a part of our audit, we made a study and evaluation of the Township of
Sanborn’s system of internal accounting control to the extent we considered necessary to
evaluate the system as required by generally accepted auditing standards. Under these
standards, the purposes of such evaluation are to establish a basis for reliance on the
system of internal accounting control in determining the nature, timing and extent of
other auditing procedures that are necessary for expressing an opinion on the general
purpose financial statements and to assist the auditor in planning and performing his audit
of the general purpose financial statements.

The objective of internal accounting control is to provide reasonable, but not absolute,
assurance as to the safeguarding of assets against loss from unauthorized use or
disposition, and the reliability for assets. The concept of reasonable assurance recognizes
that the cost of a system of internal accounting control should not exceed the benefits
derived and also recognizes that the evaluation of these factors necessarily requires

estimates and judgments by managements.

There are inherent limitations that should be recognized in considering the potential
effectiveness of any system of internal accounting control. In the performance of most
control procedures, errors can results from misunderstanding of instructions, mistakes of
judgment, carelessness, or other personal factors. Control procedures whose effectiveness
depends upon segregation of duties can be circumvented by collusion. Similarly, control
procedures can be circumvented intentionally by management either with respect to the
execution and recording of transactions or with respect to the estimates and judgments
required in the preparation of general purpose financial statements. Further, projection of
any evaluation of internal accounting control to future periods is subject to the risk that
the procedures may become inadequate because of changes in conditions and that the
degree of compliance with the procedures may deteriorate.



Our audit of the general purpose financial statements made in accordance with generally
accepted auditing standards, including the study and evaluation of the Sanborn
Township’s internal accounting control for the year ended March 31, 2005 that was made
for the purposes set forth in the first paragraph of this report, would not necessarily
disclose all weaknesses in the system because it was based on selective tests of
accounting records and related data.

However, such a study and evaluation did not disclose a condition that we believe to be a
material weakness.

If we can be of any further assistance to you, please do not hesitate to contact us.

We express our appreciation for the courtesies and cooperation extended to us while
conducting the audit.

Sincerely,

)l OF

ichael Kearly, CPA




